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Repossession
of homes must
be put back

on the table if
banks are to

function normally

If people
won't pay,
take it away

couple of months ago, when Perma -
nent TSB announced it was planning
to 0 oad a €3.7 billion portfolio of
loans linked to 18,000 family homes
and investment properties, the bank
revealed that at least one mortgage
customer was seven years in arrears.
| put that detail to a banker who
had worked at an institution outside Ireland when asking
how other countries dealt with arrears of that length. e
answer | got was there was no comparison, as the loan
would have been foreclosed years before.

e level of deep arrears at Irish banks remains trou -
bling. Last week, new research from economists at the
Central Bank revealed that while the number of mortgage
accounts in arrears has been decreasing, those more than
two years past due on their loan are getting deeper into
debt. ere are thousands of loans on the books of banks

that are ve years past due.

e research found that while 61 per cent of customers
deep into arrears had engaged with their bank on restruc -
turing the loan, an incredible 39 per cent had not.

e economic crisis of a decade ago has decimated
households in this country. Never mind the negative eq -
uity from plunging house prices, the loss of jobs meant
tens of thousands of people simply couldn't a ord the
repayments on their mortgage. e banks'solution to this
(with a nod from government) was to ignore the problem.

When action has been taken to deal with mortgage ar -
rears and o er credible solutions, it has worked. In almost
90 per cent of cases, the Central Bank research found, re -
structured loans have met their terms. Yet years on from
the crash, at a time when the economy is booming once
again and the country is reaching full employment, there
are thousands of loans that have not been restructured

and are getting worse.

It is hard to think there isn't an element of strategic de -
faulting happening. Why repay a loan when there is very
little chance that possession will be at risk?

e same Central Bank research found that barely a
third of all homes surrendered were done so on the back
of a court order. Repossession in Ireland is costly and
time consuming. But that does not account for all of those
loans that are so deeply in arrears.

Quite simply, none of the actors involved — the banks,
the government or the regulator — have wanted to deal
with long-term arrears. e problem now is that they

have to.

Europe wants the Irish banking sector normalised and
the level of non-performing loans (NPLs) brought down
to low single-digit gures (Permanent TSB's NPLs are
more than a quarter of its loan book). e banks have in -
vestors to please and new borrowers need banks to lend
at rates that are not penalising them.

As the Central Bank report notes: “Each euro that is tied
up in a non-interest earning NPL is one euro that is not
earning interest on a performing loan.

“Central banks and supervisors aim for nancial in -
stitutions to generate sustainable pro ts that will allow
banks to serve the economy throughout the economic
cycle. Such pro tability will lead to improved market per -
ceptions of banks and lead to reduced funding costs and a

lower cost of equity.”

Getting out of this mess is not easy. It if was, there
would be no loans more than ve years behind. e obvi -
ous solution for the banks is to sell o the loanstoavul -
ture fund, so they are no longer their problem to worry
about. It's an instant win for them,though not so much for
the person worried about keeping a roof over their head.

But that threat of wholesale repossessions is false. ere
has been no tsunami or even minor wave of reposses -
sions because it has been implicitly acknowledged by all
sides in this issue that it is just too toxic. e near 2,800
court-ordered repossessions are a fraction of the 120,000
mortgages that have gone into arrears since 2008.

More than 10,000 people are trapped in deep arrears.
What is the solution? Putting repossessions back on the

table for a start.

As Gerry Mallon, the outgoing boss of Ulster Bank,
told this newspaper a few weeks ago, security has to be
enforcement to the banking sector to work normally.
Coming up with simpli ed mortgage-to-rent schemes
and wiping out legacy debts would also help.

What can't continue is the extend and pretend policy.
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he can navigate headwinds

e current political climate has posed challenges for the
travel sector, but the booking website’s chief executive Feargal
Mooney sees sunny skies ahead, writes Barry J Whyte

argal Mooney;,

chief executive

of travel book -

ing company

Hostelworld,

believes the

company can
continue to navigate the
headwinds of currency vol -
atility, geopolitical instability,
slow economic growth and
travellers' fears over terror
attacks in Europe.

Mooney told The Sunday
Business Postte rm had de -
livered a strong set of nancial
results last week for 2017 “in
spite of some of those chal -
lenges’.

Hostelworld saw its pre-tax
pro tsrise to €11.8 million last
year as revenue grew by 8 per
cent to €86.7 million.

at was in spite ofacon -
tinuing softness in the Euro -
pean market, in part because
tourists from the rest of the
world continued to view the
continent as a safety risk.

According to Mooney, Eu -
rope has been soft since 2016
on foot of terrorist attacks in
Paris and Brussels, as well as
uncertainty over Brexit, and
“while we did see some re -
covery [in Europe] in 2017 it
was not growing in line with
or as strongly as other mar -
kets, whether North and South
America, Asia or Oceania’.

Europe “still seems to be
impacted by Asian travellers,
in particular, into Europe”, he
said. “My sense is that while
those of us who are living
here in Europe [see that] life
goes on, | think if you're living
elsewhere in the world and
you see all the news that hap -
pens here, Europe appears to
be bad.”

Mooney said there were
challenges in the market,
but that the company was
managing to navigate that
while responding to changes
in what customers wanted
from a booking website.

He pointed out the compa -
ny's average booking value —
the amount it makes on every
individual booking through
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its website or app — was at
year on year.

is was partly due to cur -
rency uctuations, he said,
pointing out that on a con -
stant currency basis (compar -
ing it to currency rates from
the year before) the average
booking value had risen by
2 per cent.

Moreover, while the com -
pany was seeing the average
booking value drop, it was
simultaneously seeing the
number of bookings increase,
which he attributed to travel -
lers tendency to book as they
travelled.

“Rather than tending to
book their whole trip in ad -
vance and booking it before
they go, they’re booking night
by night. So there is a trend
toward a lower number of
bed-nights per booking,”
Mooney said.

“What we're seeing is a
higher number of repeat
bookings from mobile cus -
tomers because instead of
making one booking for three
nights they're making three
bookings for one night each.”

He disagreed with the as -
sertion that the company was
running to stand still.

Hostelworld was not only
growing its topline, but show -
ing growth “all the way down
through the pro t-and-loss
gures, so if you look at the
prot after tax number it's
[showing] 16 per cent growth
on a constant currency ba -
sis, so | wouldn't necessari -

Desmond’s Canadian diamond mine
a glittering prospect for De Beers

BY BARRY J WHYTE

Dermot Desmond's Canadi -
an diamond mine could be a
take-out target for giantmin -
ing company Anglo Ameri -
can, the owner of diamond

business De Beers.

Mountain Province Dia -
monds last week nalised
the $176 million (Canadi -
an) acquisition of another
Desmond-backed Canadian
diamond rm Kennady Di -
amonds, creating one of the
most exciting new diamond
mine prospects in the world,
according to New York-based
diamond industry expert Paul
Zimnisky.

De Beers is a partner with
Mountain Province Diamonds
in its Gahcho Kué prospect
in the Canadian tundra, but

Zimnisky told e Sunday Busi -
ness Post there were a num
ber of reasons why ‘it might
make sense for De Beers to
buy Mountain Province in the
short-to-medium tern’.

For starters, “De Beers par -
ent company Anglo American
is coming 0 a very strong
2017 thanks to its copper, coal
and iron ore assets. ey are
currently in a position where
they have cash to do an ac-
quisition.”

On top of that, he pointed
out, De Beers needs to replen -
ish its resource base. Mining
companies are constantly on
the lookout for new develop -
ment prospects, and De Beers
could well be in the market
for new deals.

Zimnisky said De Beers
Victor mine in Canadais clos -

ing at the end of this year and
some of its alluvial assets in
Africa are nearing depletion
in the coming years.

“While the company is
expanding two of its largest
mines in Africa, Venetia and
Jwaneng, this will not pro -
vide incremental production
to o set the lost production
from the depleted mines that
will be closing,” he said.

By comparison, one of De
Beers largest competitors, Al -
rosa, is growing production
with new mines in Russia and
Angola.

Zimnisky also argued that
Mountain Province repre -
sented an excellent acqui -
sition target at the moment.
Not only has it increased its
attractiveness with the merg -
er with Kennady, “with the

rst year of production at
Gahcho Kué behind them,
the asset has somewhat been
de-risked”.

He also pointed out that
Mountain Province’s shares
are currently trading at the
lowest level since mid-2010.

Earlier this month the com -
pany reported a pro t for 2017
of $13.2 million (Canadian)
after “a long, dicult and
frustrating year”.

e purchase of Kennady
Diamonds means Desmond
controls around 25 per cent
of the shares in the newly
formed company.

He also controls a chunk
of the company’s debt. Last
December, for example, he
invested $60 million (US)
in a $330 million loan note
sale.
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ly describe that as standing
still.

“ ere are challenges there
in the market that we've got

to work through and | sup -
pose that the point. e way

I would look atitisthat deliv -
ering a set of results like that

in spite of those headwinds
is even more pleasing and
encouraging.”

e company would also
continue to spend a hefty
chunk of its money on its
high-pro le advertising cam -
paigns, he said. is year, it
launched a campaign involv -
ing American singer Mariah
Carey.

Its campaigns occasionally
draw controversy —an ad that
depicted British backpack -
ers skinny-dipping drawing
complaints and eventually a
ban from the British adver -
tising standards body, while
another campaign teased
viewers with Charlie Sheen
apparently doing drugs and
having orgies in hostels.

In addition, the marketing
budget is a major cost to the
company.

“It is a large investment,
but we have, over the course
of the last couple of years,

M

increased our investment in

euro terms in brand adver -
tising. And we've done that

because we see the bene t,”

Mooney said.

“In my discussions and
conversations with investors
over the last couple of days |
have been guiding them to
expect that we will contin -
ue to invest probably a little
bit over 40 per cent of anin -
creasing revenue number in
marketing.”

He also said the company
would continue its generous
dividends policy.

“We have a dividend poli -
cy that pays out between 70
and 80 per cent of our pro ts
in dividends and that's what
we've been doing. We did an
additional special dividend,
an extra €10 million on top of
that, so since our IPO in No -
vember 2015 we've returned
€43.5 million in cash to our
shareholders.”

@ InterTradelreland

Seedcorn

Investor Readiness
Competition

“We advanced our business from a small
start up to a multinational company.

Working together with InterTradelreland
introduced us to key commercial advisors
and provided the opportunity and platform
to speak to a wider audience. ”

If your early stage company has a great idea and
needs the same support network we provided
Luxcel, apply today for the Seedcorn competition
for a chance to win a share of €280,000 plus
expert advice to help you get investor ready.

intertradeireland.com/seedcorn

®O®




